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OVERSIGHT OF THE FINANCIAL
STABILITY OVERSIGHT COUNCIL

Tuesday, December 8, 2015

U.S. HOUSE OF REPRESENTATIVES,
COMMITTEE ON FINANCIAL SERVICES,
Washington, D.C.

The committee met, pursuant to notice, at 10:04 a.m., in room
2128, Rayburn House Office Building, Hon. Jeb Hensarling [chair-
man of the committee] presiding.

Members present: Representatives Hensarling, Royce, Lucas,
Garrett, Neugebauer, Pearce, Posey, Fitzpatrick, Westmoreland,
Luetkemeyer, Huizenga, Duffy, Stivers, Fincher, Stutzman,
Mulvaney, Hultgren, Ross, Pittenger, Wagner, Barr, Rothfus,
Messer, Schweikert, Guinta, Tipton, Williams, Poliquin, Love, Hill,
Emmer; Waters, Maloney, Velazquez, Sherman, Meeks, Hinojosa,
Clay, Lynch, Scott, Green, Cleaver, Ellison, Himes, Carney, Foster,
Murphy, Sinema, Beatty, Heck, and Vargas.

Chairman HENSARLING. The Committee on Financial Services
will come to order. Without objection, the Chair is authorized to de-
clare a recess of the committee at any time.

Today’s hearing is entitled, “Oversight of the Financial Stability
Oversight Council.” Today, we have 8 of its 10 voting members as
witnesses. Secretary Lew testified, according to statute, earlier in
the year, and Chair Yellen has regrettably declined to give testi-
mony today.

I now recognize myself for 3 minutes to give an opening state-
ment. Financial regulators possessed every regulatory power to
prevent the 2008 financial crisis, but failed to do so. Yet, Wash-
ington rewarded them with vast new sweeping powers over our
lives and our economy. Nowhere is that more evident than in the
Dodd-Frank Act’s Financial Stability Oversight Council (FSOC),
whose members, again, save two, sit before us today.

FSOC is clearly one of the most powerful Federal entities ever
to exist. Unfortunately, it is also one of the least transparent and
least accountable.

First, the Council’s power is concentrated in the hands of one po-
litical party, the one that happens to control the White House. All
but one of its members is the presidentially-appointed head of an
agency, but interestingly the agencies themselves are not members,
thus denying bipartisan representation. This structure clearly in-
jects partisan politics into the regulatory process. It erodes agency
independence and harms accountability.

Furthermore, FSOC’s budget is not subject to congressional ap-
proval, removing yet another check and balance to its immense
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power. FSOC has earned bipartisan condemnation for its lack of
transparency. Two-thirds of its proceedings are conducted in pri-
vate. Minutes of those meetings are devoid of any useful sub-
stantive information on what was discussed.

Dennis Kelleher, the CEO of the left-leaning Better Markets, has
said, “FSOC’s proceedings make the Politburo look open by com-
parison. At the few open meetings they had, they snap their fingers
and it is over. They are all scripted. They treat their information
as if it were state secrets.”

Of all the Council’s activities, none generates more controversy
than its designation of non-bank financial institutions as system-
ically important financial institutions, or SIFIs, by acronym.

Designation anoints institutions as too-big-to-fail, meaning to-
day’s SIFI designations are tomorrow’s taxpayer-funded bailouts.
Designation also ominously grants the Federal Reserve near de
facto management authority over such institutions, thus allowing
huge swathes of the economy to potentially be controlled by the
Federal Government.

Members of the Council can merely raise the prospect of a SIFI
designation and thereby eliminate entrepreneurial risk-taking, in-
novation, and growth from our economy. As a result, Americans
may find themselves paying more to insure their homes and fami-
lies. Investors who relied on mutual funds to save for their chil-
ilren’s education or their own retirement will find they have earned
ess.

In addition to SIFI designations, FSOC is charged with identi-
fying emerging threats to our financial stability, but refuses to look
in the mirror. In its latest annual report, it conspicuously omits
any references to specific government policies or agencies as help-
ing to cause the systemic risk it identifies: “Greater risk-taking
across the financial system is encouraged by an historically low
yield environment,” the Council reports. Yet, the Council refuses to
identify the obvious source of this apparent risk: the Fed’s unprece-
dented loose monetary policy.

The Council warns of reduced liquidity in the capital bond mar-
kets, yet never acknowledges that Dodd-Frank’s Volcker Rule and
other regulations have drastically reduced liquidity. The Council
lists risk-taking in large, complex interconnected financial institu-
tions as a threat, yet again, it fails to mention that Dodd-Frank
amplifies the threat by empowering the Council to designate cer-
tain firms as too-big-to-fail.

FSOC typifies not only the shadow regulatory system, but also
the unfair Washington system that Americans have come to fear
and loathe: powerful government administrators; secretive govern-
ment meetings; arbitrary rules; and unchecked power to punish.
Thus, oversight and reform is paramount.

I yield back.

The Chair now recognizes the gentleman from New dJersey, the
chairman of our Capital Markets Subcommittee, Mr. Garrett, for 1
minute.

Mr. GARRETT. I thank the chairman. And I thank all of our wit-
nesses for being here today.

I guess all of our witnesses have gotten to know each other pret-
ty well, because you meet regularly in closed-door sessions where
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the public is not allowed, to basically discuss how to fundamentally
change the U.S. economy.

So I thought I would just take this minute to introduce ourselves
to you. We are the U.S. Congress. We were created by Article I of
the U.S. Constitution. We are the ones who are actually elected
representatives of the American public. And we are the ones who
send you all those pesky letters that you all routinely ignore.

And I know you are probably confused by this setting, that the
public is here, that there are TV cameras here, so this is probably
unusual for you. But this is what we do. We are open to the Amer-
ican public. We are transparent. And we are before the American
public.

So, if there is one thing that you take away today, it should be
that in the way you run your hearings, and the way you conduct
yourselves, you need to become more like us: more transparent and
more open to the American public. You need to adopt these policies
so you are no longer working behind closed doors and in secret.

With that, I yield back.

Chairman HENSARLING. The Chair now recognizes the ranking
member for 5 minutes.

Ms. WATERS. Thank you, Mr. Chairman. And thank you to the
distinguished members of the Council for joining us for this hear-
ing.

We gather today to examine the activities of the Financial Sta-
bility Oversight Council, or FSOC, which, since the passage of the
Dodd-Frank Act, has fulfilled its mandate to monitor and respond
to the types of systemic risks that nearly brought our economy to
its knees in 2008.

This important work cuts across every corner of our banking,
capital markets, housing, and insurance sectors. Which is why Con-
gress specifically designed the Council to draw on all of the exper-
tise of the witnesses here before us today.

Unfortunately, many of my colleagues on the other side of the
aisle seem to have caught a convenient case of amnesia about this
important mandate.

Indeed, it was only 7 short years ago that our economy lost near-
ly $16 trillion in household wealth, $13 trillion in economic growth,
and 9 million jobs.

In large part, this was because our regulators were too often
caught in silos not communicating with one another and not con-
sidering gaps between their agencies or interconnectedness within
the financial sector. Even worse, we saw too many cases where reg-
iﬂators were captured by the very entities they were meant to po-
ice.

Many of these lessons appear to be forgotten, as we have seen
with recent markups, as well as attempts to laden government
funding bills with poison pill riders. Some opponents of Dodd-
Frank are far too focused on dismantling Wall Street reform by at-
tacking core elements like the FSOC and the Consumer Financial
Protection Bureau.

These attempts to roll back Dodd-Frank started the minute this
reform was signed into law, and make no mistake, these attempts
continue today, even as our economy has experienced a remarkable
rebound with 6 to 9 straight months of positive job numbers, GDP
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growth, and a housing market where sustainable access to credit
continues to expand, all of which are signs pointing to the sort of
stability and growth that the law was designed to promote.

FSOC has contributed to this growth and stability by convening
the 10 component regulatory agencies for periodic information-
sharing about emerging risk and reporting on those risks to the
public. Further, the Council has now designated four institutions
for enhanced supervision by the Federal Reserve. This designation
will ensure that companies like AIG never again are able to engage
in risky, unregulated activity that could threaten the entire global
economy.

And far from the talking points of some members on the opposite
side of the aisle, this enhanced oversight is now causing some large
non-bank financial companies to consider whether simplifying their
structures and breaking themselves up might provide better value
to their shareholders.

I am also encouraged that the money market fund industry is
now less susceptible to bank lack runs as a result of the pressure
the FSOC brought to overcome gridlock at the Securities and Ex-
change Commission.

Finally, I appreciate that the Council has made an effort to con-
duct this work in a manner that is responsive to feedback from
Congress and outside stakeholders. For example, with this an-
nouncement in February, the FSOC took the step of voluntarily
agreeing to certain due process and transparency measures that
will further serve to improve their operations. This type of dialogue
and openness to feedback should be applauded.

As we hear from the voting members of the Council today, I will
be interested to learn more about their interagency collaboration
and their work to address emerging threats. Again, this work is
central to preventing the types of contagion and risk that nearly
crashed Main Street just 7 years ago.

Thank you, Mr. Chairman, and I yield back the balance of my
time.

Chairman HENSARLING. The Chair now recognizes the gentleman
from Missouri, Mr. Luetkemeyer, chairman of our Housing and In-
surance Subcommittee, for 1 minute.

Mr. LUETKEMEYER. Thank you, Mr. Chairman. An inefficient se-
cretive regulatory structure that does not reflect the reality of the
U.S. financial system can have real economic consequences for
businesses and the American people. This is particularly true of
the banks that have been deemed to be SIFIs, not based on risk
posed to the U.S. financial system, but purely on arbitrary asset
size.

On the non-bank side, designations are part of the regulatory
system that has become synonymous with the overzealous enforce-
ment climate so prevalent today. In vital power, the FSOC should
alarm all Americans, judging by what we know of the staff hours
spent on non-bank analysis, which we will get into shortly in the
question-and-answer period.

It is clear to me that these designations, and the lack of a clear
path for de-designation, is a Federal Reserve-driven effort to ex-
pand government’s power and influence.
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It is time to force more transparency, to require pragmatic regu-
lation, and to curb the growing regulatory scene crippling our insti-
tutions and their customers. With that, Mr. Chairman, I yield back.

Chairman HENSARLING. The gentleman yields back.

We will now turn to our panel. Today, we welcome the testimony
of the Honorable Mary Jo White, Chair of the Securities and Ex-
change Commission; the Honorable Timothy Massad, Chairman of
the Commodities Futures Trading Commission; the Honorable Roy
Woodall, Jr., the FSOC’s independent member with insurance ex-
perience; the Honorable Debbie Matz, Chairwoman of the National
Credit Union Administration; and an especially warm welcome to
our former colleague, the Honorable Mel Watt, Director of the Fed-
eral Housing Finance Agency; the Honorable Martin Gruenberg,
Chairman of the Federal Deposit Insurance Corporation; the Hon-
orable Richard Cordray, Director of the Consumer Financial Protec-
tion Bureau; and last but not least, the Honorable Thomas Curry,
the Comptroller of the Currency.

Since all of our witnesses have previously testified before Con-
gress, I believe they need no further introduction. Without objec-
tion, your written statements will be made a part of the record by
agreement with the ranking member. Each of you will be recog-
nized for 3 minutes to give an oral presentation of your testimony.

Chair White, you are now recognized.

STATEMENT OF THE HONORABLE MARY JO WHITE, CHAIR,
U.S. SECURITIES AND EXCHANGE COMMISSION

Ms. WHITE. Thank you. Chairman Hensarling, Ranking Member
Waters, and members of the committee, thank you for inviting me
to testify regarding the Financial Stability Oversight Council.

As you know, the Dodd-Frank Act established the Council to pro-
vide comprehensive monitoring of the stability of our Nation’s fi-
nancial system. It also provides a formal forum for coordination
among the various financial regulators, assisting in bringing about
the kind of collaborative sharing of information and concerns that
is very important to safeguarding the U.S. financial system.

As one of two capital market regulators on the Council, the per-
spective that I and the SEC staff bring to the Council is important.
In particular, the SEC’s historical tripartite mission of protecting
investors, maintaining fair, orderly and efficient markets, and fa-
cilitating capital formation necessarily gives the SEC unique in-
sight into many areas on which the Council is focused, such as the
potential financial stability risks of asset management activities
and products, the ongoing changes to market structure, and the
role of central counter-parties.

SEC engagement with the Council on these issues helps to en-
sure that relevant expertise is brought to bear on these important
subjects. With respect to designations of any non-bank financial
companies as systemically important, it is important to be data-
driven and to conduct rigorous analysis throughout the process.

The Council is also focused on enhancing its process and the
transparency of its functions, which I consider to be quite impor-
tant. Toward that end, as the ranking member indicated, in Feb-
ruary of this year the Council unanimously adopted changes to the
designation process, including increased and earlier engagement



6

with companies under review, increased public transparency con-
cerning the designation factors, and an opportunity for designated
firms to meet with Council staff in connection with the annual re-
view of their designations.

I look forward to our continued study of possible further en-
hancements and agree with the observation that the Council is a
relatively new organization and should continuously study ways to
optimize its functioning.

Thank you again for the opportunity to testify today. I would be
pleased to answer your questions.

[The prepared statement of Chair White can be found on page
125 of the appendix.]

Cl(llairman HENSARLING. Chairman Massad, you are now recog-
nized.

STATEMENT OF THE HONORABLE TIMOTHY G. MASSAD,
CHAIRMAN, COMMODITY FUTURES TRADING COMMISSION

Mr. MAssaD. Thank you, Chairman Hensarling, Ranking Mem-
ber Waters, and members of the committee. I appreciate the invita-
tion to testify today.

The CFTC oversees the U.S. derivatives markets, and although
most Americans do not participate in these markets, they are vital
to our economy, affecting the prices we all pay for food, energy, and
other goods and services. For these markets to work well, sensible
regulation is essential. We learned that lesson in 2008 when a lack
of oversight led to a buildup of excessive swap risk that contributed
to the worst global financial crisis since the Great Depression.

My perspective as a member of the FSOC is shaped by my re-
sponsibilities as CFTC Chairman, and today I would like to high-
light a few of the CFTC’s priorities that are particularly relevant
to the FSOC.

First is the implementation of a regulatory framework for over-
the-counter swaps where we have made great progress, and a num-
ber of financial regulators have responsibilities in this area, and
the FSOC provides a useful way to communicate.

The second area is making sure clearinghouses are strong and
resilient. While we are the primary supervisor of clearinghouses in
the derivatives markets, we work together with the Federal Re-
serve, the FDIC, and the SEC on these important issues. The
CFTC has taken many actions to strengthen clearinghouse resil-
ience, but there is more work to do in this area.

Another priority of the FSOC and the CFTC is strong, resilient
markets. Following the volatility in the Treasury market on Octo-
ber 15th of last year, the FSOC served as a forum to share infor-
mation. Shortly after the events, CFTC staff provided a prelimi-
nary analysis of what happened in the futures markets to the
Council, and subsequently, we worked with other FSOC members
to prepare a detailed report analyzing what happened.

Together, we continue to look at these issues pertaining to the
evolution and oversight of these markets.

In addition, cyber-security is one of our agency’s top priorities
and one of the greatest risks to our financial system today. And
here again, the FSOC plays an important role in facilitating co-
operation.
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Another area of focus for the CFTC that is important to FSOC
is the oversight of benchmarks. Integrity is critical and has been
a priority in our enforcement efforts.

One of the most valuable functions of the FSOC is simply to
bring together the agencies and regulators responsible for oversight
of our financial institutions and markets. I believe doing so better
positions us to identify and address potential threats to financial
stability and better serve the American people.

Thank you, and I look forward to your questions.

[The prepared statement of Chairman Massad can be found on
page 109 of the appendix.]

Chairman HENSARLING. Mr. Woodall, you are now recognized.

STATEMENT OF THE HONORABLE S. ROY WOODALL, JR., INDE-
PENDENT MEMBER WITH INSURANCE EXPERTISE, FINAN-
CIAL STABILITY OVERSIGHT COUNCIL

Mr. WoopALL. Thank you, Mr. Chairman, Ranking Member
Waters, and members of the committee for inviting me to appear
before you today.

Mr. Chairman, you have asked that we be succinct in our oral
testimony this morning. The committee received my written testi-
mony last Friday morning, and in view of your request, I do not
feel 1t is necessary for me to expound on it in detail.

But in short, as the committee examines ways to improve the
structure and the operations of the Council, my written testimony
discussion falls into three broad categories.

First, the background and legislative history of the independent
member position in Dodd-Frank. Second, the lack of explicit statu-
tory duties and authorities pertaining to the position, other than
just being a member of the Council and the difficulties that has
presented from being only “three lines in the statute.” The first line
creates the position. The second one sets the 6-year term. And the
third one sets salary. That is all that is in Dodd-Frank about my
position.

Finally, the third section of my written testimony tries to go into
my willingness to work with Congress on how the role and authori-
ties of the position can be clarified to strengthen the independence
of the position in order for the holder of this position to be more
effective in contributing to the work of the Council.

Thank you. I am happy to answer any questions.

[The prepared statement of Mr. Woodall can be found on page
131 of the appendix.]

Chairman HENSARLING. Chairwoman Matz, you are now recog-
nized for your testimony.

STATEMENT OF THE HONORABLE DEBBIE MATZ,
CHAIRWOMAN, NATIONAL CREDIT UNION ADMINISTRATION

Ms. MATZ. Thank you, Chairman Hensarling, Ranking Member
Waters, and members of the committee. I appreciate the oppor-
tunity to discuss the Financial Stability Oversight Council.

Congress established the Council in response to the 2008—2009
financial crisis. The crisis made clear that financial markets cannot
quickly absorb the collapse of very large, interconnected companies.
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FSOC’s primary goal is to prevent system-wide financial crises.
The Council’s multi-agency structure also ensures that a diverse
array of views on emerging risks in each financial sector is consid-
ered when making decisions.

From the beginning, the Council has recognized the importance
of transparency and public participation. The Council committed to
publicly disseminating timely information about decisions, while
balancing the need to protect proprietary information and avoid un-
duly moving markets. Public feedback has also helped FSOC clarify
procedures, enhance analysis, and improve decision-making. As an
FSOC principal, I am committed to continuing such improvements.

Each Council member brings to the table a unique perspective
informed by our areas of expertise and experiences. As a Federal
financial regulator for almost 10 years, I lead an agency that now
supervises and insures more than 6,000 institutions with assets ex-
ceeding $1.1 trillion.

Financial institutions of every size must carefully manage assets
and liabilities. In fact, major elements of FSOC’s designation of a
systemically important institution include the composition of the
balance sheet, off balance sheet exposure, and interconnectedness
with the entire financial services sector.

FSOC has moved deliberately in creating its process for identi-
fying non-bank financial companies. In response to public com-
ments and congressional feedback, the Council has also invited
company participation earlier in the process.

Another important aspect of FSOC’s work is its annual report.
The 2015 report called for heightened risk management and super-
visory attention in areas such as cybersecurity and reaching for
yield.

In conclusion, FSOC has promoted collaboration across financial
regulators, established rules and procedures which reflect public
input, identified systemically important institutions, and furthered
public awareness of threats to our financial system.

Going forward, the Council must continue to evolve, provide
transparency, and remain flexible when considering new issues.

I look forward to your questions.

[The prepared statement of Chairwoman Matz can be found on
page 113 of the appendix.]

Chairman HENSARLING. Director Watt, you are now recognized
for your testimony.

STATEMENT OF THE HONORABLE MELVIN L. WATT,
DIRECTOR, FEDERAL HOUSING FINANCE AGENCY

Mr. WaTT. Chairman Hensarling, Ranking Member Waters, and
members of the committee, thank you for the opportunity to testify
today about the Financial Stability Oversight Council. And to be
back before this committee, on which I served for 21 years.

As an independent regulator, FHFA is responsible for the super-
vision, regulation, and housing mission oversight of Fannie Mae,
Freddie Mac, and the Federal Home Loan Bank System. In addi-
tion, since 2008 FHFA has served as conservator of Fannie Mae
and Freddie Mac. FHFA’s housing market expertise contributes to
FSOC’s ability to understand and better assess broad systemic risk.
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As I recall, ensuring that FHFA contributed this kind of exper-
tise to FSOC was especially important to Congress, both because
housing represents a significant part of our economy, and because
the most recent severe disruption that our economy experienced re-
sulted from business entities and others making unsafe and un-
sound housing and housing finance decisions.

Through FHFA’s active participation in all FSOC committees,
FHFA engages with other FSOC members to share information,
evaluate policy matters, and conduct risk assessments of business
entities and markets in which they operate. FHFA also participates
with other members of FSOC in making assessments of whether to
designate non-bank financial companies for supervision by the Fed-
eral Reserve.

If so designated, these companies are required to meet enhanced
prudential standards. This is a significant and important FSOC
function, and it is one that all FSOC members, including myself,
take very seriously. These decisions are made only after extensive
engagement with the company, a thorough analysis of the facts,
and careful deliberations.

Going forward, I look forward to continuing to engage with fellow
FSOC members to meet our duties and responsibilities in a manner
that fosters transparency, is fair and analytical, and contributes to
appropriate risk management and risk reduction.

I will limit my comments to these statements, and I look forward
to answering your questions today.

[The prepared statement of Director Watt can be found on page
123 of the appendix.]

Chairman HENSARLING. Chairman Gruenberg, you are now rec-
ognized.

STATEMENT OF THE HONORABLE MARTIN J. GRUENBERG,
CHAIRMAN, FEDERAL DEPOSIT INSURANCE CORPORATION

Mr. GRUENBERG. Chairman Hensarling, Ranking Member
Waters, and members of the committee, thank you for the oppor-
tunity to testify today on the work of the Financial Stability Over-
sight Council. The financial crisis that began in 2007 exposed a
number of serious vulnerabilities in the U.S. financial system.

While some risks affecting individual products and institutions
have been recognized, neither the financial markets nor the regu-
latory community was able to see the whole picture. The FSOC was
established in 2010 by the Dodd-Frank Act to address this gap in
the regulatory framework. Its key functions are to facilitate infor-
mation sharing among its member agencies, to identify and re-
spond to emerging risks to financial stability, and to promote mar-
ket discipline.

The FSOC is also responsible for designating non-bank system-
ically important financial institutions for heightened supervision by
the Federal Reserve. We now have the benefit of five FSOC annual
reports, which together outline the key systemic risks facing the fi-
nancial system and how they have evolved over time.

The first report, published in 2011, described a still fragile finan-
cial system recovering slowly from the deepest financial crisis since
the Depression. In contrast, the most recent report describes a
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more stable but still recovering economy, and broad-based improve-
ment in most financial markets and market participants.

Three areas of risk which the FSOC has been following closely
and which are of particular consequence to the FDIC are interest
rate risk, credit risk, and cyber-security, which are expanded upon
in my written statement.

As previously noted, the Dodd-Frank Act also authorizes the
FSOC to designate a non-bank financial company if the FSOC de-
termines that material financial distress at the company or the na-
ture, scope, size, scale, concentration, interconnectednees or mix of
activities of the company could pose a threat to the financial sta-
bility of the United States.

FSOC policies and procedures were crafted to ensure an ex-
change of information throughout the designation process. As the
process has evolved, opportunities for additional transparency both
within the operations and the designation process were identified
by the FSOC and in comments by external parties. As a result, the
FSOC undertook several initiatives over the past year-and-a-half to
improve both transparency and engagement with financial compa-
nies. These steps are outlined in my written statement.

Mr. Chairman, that concludes my oral statement, and I will be
glad to respond to questions.

[The prepared statement of Chairman Gruenberg can be found
on page 94 of the appendix.]

Chairman HENSARLING. Director Cordray, you are now recog-
nized for your testimony.

STATEMENT OF THE HONORABLE RICHARD CORDRAY,
DIRECTOR, CONSUMER FINANCIAL PROTECTION BUREAU

Mr. COorRDRAY. Thank you, Chairman Hensarling, Ranking Mem-
ber Waters, and members of the committee for the opportunity to
testify today. I am glad to work with you and with my colleagues
on the Council to strengthen our financial system.

As we are all aware, just a few years ago disruptions in the hous-
ing market preceded a financial crisis that caused significant dam-
age to our people and our economy. The ensuing deep recession
caused millions of Americans to lose their jobs, and millions of fam-
ilies to lose their homes, as the ranking member noted. Many saw
their retirement savings diminished as Americans lost trillions of
dollars in household wealth.

Severe deficiencies in the loans supporting mortgage-backed se-
curities in particular created shocks that upended the financial sys-
tem.

In the aftermath of the crisis, Congress passed financial reform
legislation to address the problems that led to the crisis and help
ensure they would not happen again. Among the steps taken were
the creation of the Financial Stability Oversight Council and the
Consumer Financial Protection Bureau (CFPB).

The creation of the FSOC provides for the first time a means of
comprehensively monitoring the stability of our Nation’s financial
system. Prior to the crisis, the U.S. financial regulatory framework
focused more on individual institutions and individual markets in
isolation from one another. No one regulatory body was responsible
for monitoring and addressing overall risk to financial stability,
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which too often involved different types of financial firms operating
in complex and intertwined ways across multiple markets.

The potential for supervisory and regulatory gaps were viewed as
creating blind spots in important parts of the financial system.
After the crisis, Congress recognized the need for a mechanism to
bring financial regulators together to monitor the financial system,
share information and expertise, and coordinate the regulatory ef-
forts to respond effectively to emerging threats to financial sta-
bility.

One approach that Congress specified to address these issues
was to designate certain financial institutions and financial market
utilities as systemically important to the stability of the U.S. finan-
cial system for the purpose of applying enhanced prudential stand-
ards and supervision.

As you know, the FSOC includes the Consumer Bureau, which
is the first Federal agency solely focused on protecting consumers
in the financial marketplace. Products such as mortgages and cred-
it cards are involved in some of the most important financial trans-
actions in people’s lives. These products are often funded through
complex financial markets and they may constitute the underlying
assets for more complex and highly levered securities.

As the crisis made clear, financial stability, market discipline,
and consumer protections are closely interrelated. Part of the mis-
sion of the Consumer Bureau, therefore, is to help ensure that the
recent economic meltdown is not repeated. The practices that led
to the financial crisis are inconsistent with principles of fairness,
transparency, and competitiveness in markets.

We are exercising the authority Congress gave us to ensure bal-
anced oversight and prevent harmful practices in consumer finan-
cial markets. When honest and innovative businesses can succeed
on the merits, fair competition drives growth and progress and the
entire financial system rests on stronger and sturdier foundations.

As the Director of the Consumer Bureau, I look forward to con-
tinuing to fulfill Congress’ vision for our agency in my role in the
FSOC. That is what we are here today working together to do.
Thank you again for the opportunity to testify, and I look forward
to your questions.

[The prepared statement of Director Cordray can be found on
page 84 of the appendix.]

Chairman HENSARLING. And Comptroller Curry, you are now rec-
ognized for your testimony.

STATEMENT OF THE HONORABLE THOMAS J. CURRY, COMP-
TROLLER OF THE CURRENCY, OFFICE OF THE COMP-
TROLLER OF THE CURRENCY

Mr. CURRY. Chairman Hensarling, Ranking Member Waters, and
members of the committee, thank you for this opportunity to pro-
Viél(e) (‘ghe views of the OCC on the functions and operations of the
F .

The OCC charters, regulates, and supervises national banks and
Federal savings associations. These banks range from small com-
munity banks to multitrillion dollar institutions that are among
the world’s largest financial companies. Together, they hold nearly
$11 trillion in assets, or just over two-thirds of the industry’s total.
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The OCC’s mission is to ensure that these banks operate in a
safe and sound manner, provide fair access to financial services,
treat customers fairly, and comply with applicable laws and regula-
tions. As the only Federal financial regulator with prudential regu-
lation as its primary focus, the OCC has specialized knowledge
about the safe and sound operations of banks.

In 2010, as part of the Dodd-Frank Act, Congress established the
FSOC to identify, monitor, and respond to systemic risk. The Coun-
cil brings together its member agencies to fulfill this critical mis-
sion. Through its committees and staff, the FSOC provides a for-
mal, structured process for communicating, coordinating and re-
sponding to emerging market, industry, and regulatory develop-
ments as well as to unforeseen events.

As one of the FSOC’s 10 voting members, the OCC brings consid-
erable expertise to the Council. Our examiners monitor several
areas of financial risk in the banking sector every day, including
credit, liquidity, interest rate, and operational risk. These are
among the risks that the FSOC reviews in its evaluation of sys-
temic risks with respect to non-bank financial companies and fi-
nancial market utilities.

Similarly, as many of the institutions we supervise are engaged
in asset management activities, the OCC’s expertise in this area is
also quite robust. Since its establishment, the Council has dem-
onstrated a sustained commitment to working collaboratively to
fulfill its statutory mission.

Council members and their staffs have developed strong working
relationships and the Council provides a constructive forum to hold
candid conversations, share confidential market sensitive informa-
tion, and ask the tough questions that help make the U.S. financial
system safer.

The Council has also made positive strides in enhancing its
transparency both to the general public and to the companies
under consideration for designation. Dodd-Frank provides the
FSOC with important duties and responsibilities to promote the
stability of the U.S. financial system. The issues that the Council
confronts in carrying out these duties are by their nature complex
and far-reaching.

My written testimony includes additional information about the
specific mandates Congress has given the FSOC and a discussion
of some of the important actions the Council has undertaken re-
cently. For our part, the OCC is strongly committed to helping the
Council achieve its mission.

Again, thank you for the opportunity to appear today, and I
would be happy to answer any questions.

[The prepared statement of Comptroller Curry can be found on
page 86 of the appendix.]

Chairman HENSARLING. The Chair now recognizes himself for 5
minutes for questions.

By a show of hands, how many of you have any professional ex-
perience in the private insurance industry? Please raise your hand.
I see two, Mr. Woodall and Ms. White. Let the record reflect that.

How many of you have had experience in regulating insurance
companies? By a show of hands, please raise your hand. Let the
record reflect that only Mr. Woodall raised his hand.
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Mr. Woodall, as FSOC’s independent member having insurance
experience, you dissented in both the MetLife and Prudential SIFI
designation. In your dissent to the designation of MetLife, you
wrote, “It confounds me that much of the Council and staff con-
tinue to misunderstand and mischaracterize the insurance regu-
latory framework.” You went on to say that FSOC’s analysis “relies
on implausible, contrived scenarios as well as failures to appreciate
fundamental aspects of insurance and annuity products and, impor-
tantly, State insurance regulation and the framework of the
MecCarran-Ferguson Act.” Do you still stand by those comments?

Mr. WoobDALL. Yes, I do, Mr. Chairman. And if I could expound
just a little bit, the basis of all of that, to put it in perspective, is
that I was pointing out that under the statute, there are two deter-
mination standards under which the Council comes up with its
idea that a company is a SIFI, and the first one is the only one
that has been used so far, which is if there is material financial
distress at that individual company which could be a threat to the
entire U.S. financial system.

The other is activities, are there activities that could be a threat?
My push has been to get the second standard of activities to be
used across sectors so we can get at the very things that are caus-
ing this systemic risk. If we have a situation where if we have a
company that is a SIFI, and it knows that it is doing an activity
that is systemically risky, it can sell that activity to somebody that
is not a SIFI and then, essentially, we have lost them. They are
there, but the systemic risk could still be in the system.

Chairman HENSARLING. Mr. Woodall, what are the implications
of designating a traditional insurance company as a SIFI, since
they are under State-based regulations? Will we have a duplicate
regulatory system? Do you believe those costs could be imposed
upon policyholders and insurance company investors?

In other words, what is the harm in designating a traditional in-
surance company as a SIFI?

Mr. WooDALL. I think there is a harm that it could come to high-
er prices because they have higher regulatory costs. Also, with a
higher regulatory cost, their products have to be priced higher, as
I said, and that costs more.

It puts them in an unlevel playing field with the people and the
companies that are not designated SIFIs.

Chairman HENSARLING. Chairwoman Matz, prior to voting to
designate Prudential as a SIFI, did you make inquiries, or request
any type of economic analysis on what this designation could mean
to insurance policyholders? Was that part of your decision-making
process?

Ms. MATZ. No, it was not.

Chairman HENSARLING. It was not. Do you believe it should have
been?

Ms. MATZ. That was not the mandate that we had. The mandate
is to determine if material distress at a non-financial institution
could pose a threat to the stability of the United States.

Chairman HENSARLING. Under Section 113(a)(2) of Dodd-Frank,
there are 11 different factors you are to consider in making your
designation. With respect to the Prudential decision, to what extent
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did the leverage of the company play a role in your decision to des-
ignate it a SIFI?

Ms. MaTz. It was the combination. We were briefed extensively
on the financial—

Chairman HENSARLING. I'm sorry. Briefed by whom?

Ms. MATZ. Briefed by the FSOC staff and the NCUA staff that
works with them, that participates with them—

Chairman HENSARLING. So does the NCUA staff have expertise
in insurance company leverage? What was the specific leverage of
Prudential that caused you concern?

Ms. MATZ. No. The determination wasn’t based on the insurance
activities. It was based on the financial activities of the company
and how they are interwoven with other—

Chairman HENSARLING. And specifically, which activities were
interwoven that concerned you?

Ms. MATZ. It was their derivatives position, the extent of their
leverage. Their—

Chairman HENSARLING. But I asked you about the leverage.

Ms. MATZ. The securities lending. Their debt position. The extent
of the difficulty to resolve them if there was financial distress. So,
it was not one factor.

Chairman HENSARLING. The Chair’s time has expired. The Chair
recognizes the ranking member for 5 minutes.

Ms. WATERS. Thank you very much, Mr. Chairman.

Let me first go to Mr. Woodall. Is AIG designated as a SIFI, Mr.
Woodall?

Mr. WoOODALL. Yes.

Ms. WATERS. Should it be?

Mr. WOODALL. At the time when they were designated, we were
coming right out of the financial crisis. The first two designations
were AIG and JECC, companies which had had some problems
during the crisis.

Ms. WATERS. Some problems? Big problems.

Mr. WOODALL. Big problems.

Ms. WATERS. Okay. So, it should be designated a SIFI?

Mr. WooDALL. At that time.

Ms. WATERS. At this time?

Mr. WoODALL. It is not half the company now that it was then.

Ms. WATERS. At this time? At this time, should it be a SIFI?

Mr. WooDALL. Right.

Ms. WATERS. Let me just go on to Mr. Gruenberg on another
matter. In the Dodd-Frank Act, Congress recognized that our bank-
ing regulators failed to engage in regulatory oversight of large
banks leading up to the crisis.

As such, we put in place enhanced prudential standards that set
forth the basic requirements for a bank to be well-run—capital res-
olution; risk management; and liquidity, among other factors—at
the same time the deliberative process in Congress led to an ex-
emption from these requirements for banks below $50 billion in as-
sets.

Congress also directed the Fed to tailor certain regulations for
large regional banks based on size, as well as provided the Fed
with the option to exempt certain banks above $50 billion from cer-
tain requirements. Both in committee and through potential riders
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to funding bills, Congress is now contemplating legislative pro-
posals that would undo this important work.

These proposals would, instead, rely on the Financial Stability
Oversight Council to affirmatively designate banks for enhanced
prudential standards for all but the very largest global mega-
banks.

Chairman Gruenberg, do you think that such proposals would be
ill-advised? What did the 2008 financial crisis teach us about how
the failure of one or more large regional banks could harm our fi-
nancial system? And in terms of bank resolution, which failure dur-
ing crisis era was the most costly for the FDIC’s deposit insurance
fund?

Mr. GRUENBERG. To answer the question you raised at the end,
the most costly failure to the FDIC during the crisis was the failure
of IndyMac, which was a thrift institution with assets of about $30
billion that ultimately cost the deposit insurance fund over $12 bil-
lion, which is the most significant loss during this crisis, and I be-
lieve in the history of the FDIC.

And it does show the importance of having a prudential frame-
work for larger institutions relating to capital and liquidity and
other standards, and to respond to the first part of your question,
as a general matter, I think the framework in place is a reasonable
one. It generally gives discretion to the agencies to tailor the pru-
dential standards to the size and complexity of the institution. And
I generally think that is an appropriate approach.

Ms. WATERS. Let me just ask you this, so it can be reiterated.
Has the Federal Reserve begun tailoring enhanced prudential
standards for banks above $50 billion with increased stringency
based on bank size? Would you just kind of continue on that?

Mr. GRUENBERG. Yes, Congresswoman. I believe—I wouldn’t
want to speak for the Fed. But just as an observer, I believe the
Fed has done that, generally focused the enhanced prudential
standards on the larger institutions above $250 billion, and has tai-
lored standards for those below.

Ms. WATERS. All right. Can more be done in this regard without
reopening Dodd-Frank to potentially negative consequences?

Mr. GRUENBERG. Yes. I do think that as we progress in this proc-
ess, this is a focus for all of the agencies to ensure our regulations
are appropriate to the size and complexity of the institutions.

Ms. WATERS. So, basically what you are telling us is there has
been no resistance to FSOC taking a close look at what can be done
and using its discretion to make sure that they not only honor
Dodd-Frank but they have the flexibility to make modifications
where necessary?

Mr. GRUENBERG. I agree with that, Congresswoman.

Ms. WATERS. Thank you. Mr. Chairman, I yield back.

Chairman HENSARLING. The gentlelady yields back. The Chair
now recognizes the gentleman from New Jersey, Mr. Garrett, chair-
man of our Capital Markets Subcommittee.

Mr. GARRETT. Thanks, Mr. Chairman. I have been looking
through the minutes, Mr. Chairman—if you can call them that—
that FSOC published. And one of the things I notice is who actu-
ally shows up, and who can attend FSOC meetings. It seems that
certain people, like that Governor, who is not a member of FSOC,



16

is able to attend, and attends various meetings of FSOC, while
Commissioners of the various boards and Commissions do not at-
tend.

It seems that there is a—well, not a very clear criteria as to who
can and cannot attend. In September, according to minutes, the
FSOC held with about 20 or so invited guests from various agen-
cies. And again, yes—yet again, the Commissioners of various
agencies are not on those lists.

So, I am going to take a page out of Al Green’s methodology here
and ask for a show of hands. All of you who are on the panel today,
who are part of an organization that has either a commission or
a board, can you raise your hand, so we know what we are talk-
ingh—;)ecause not everybody up there has a commission or a board,
right?

Okay, so, for those who raised your hand, do you trust your Com-
missioners or your board members as their ability to keep things
confidential? So, I would say, do the members who just raised their
hand trust their board members?

Maybe I should flip it the other way. Is there any member here
who does not trust their board members or their Commissioners?
They can’t keep things secret?

Okay. So, if that is the case, let me run—Chairman Massad, if
any of the members of your Commission wanted to come to you and
ask to attend an FSOC meeting, and you trust them, can they come
to an FSOC meeting?

Mr. MASSAD. Thank you, Congressman, for the question.

I don’t think that is the structure provided for in the law.

Mr. GARRETT. Would you personally object to them being there?

Mr. MASSAD. I think it is important for the FSOC to follow the—

Mr. GARRETT. I don’t know that there is anything in the FSOC
rules that—is there anything specifically in the requirements that
says they cannot attend but other guests can attend?

Mr. MAssAD. I would have to get back to you on that, Congress-
man.

Mr. GARRETT. You allowed 20 other guests to be there in Sep-
tember, and I guess that was okay. Did you know at that time
whether or not they were allowed to be there?

Let me go to Chair White, since he doesn’t know. Would you ob-
ject if one of your Commissioners wanted to attend an FSOC meet-
ing personally? Would you have a problem with that?

Ms. WHITE. The protocol is for the Chairman to pick one person,
typically a staff person, to accompany them. That is the structure
of FSOC.

Mr. GARRETT. Right. I understand what the structure is. I under-
stand that you have been—the whole entire board has been pre-
cluding openness and transparency. What I am trying to find out
is for all of you who have just raised your hand, who said you trust
your board or commission with secrecy, is there anyone who would
say that they cannot attend? Well, good.

Can I have a commitment, then, from all of those people who just
said they would not object, that you will work to, for the next meet-
ing, allow your board and Commissioners? Anyone here—please
raise your hand if you will not encourage your chairman to allow
them to attend the next board meeting.
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So, let the record reflect two people. Mr. Gruenberg, you will
not—

Ms. WHITE. Can you repeat that?

Mr. GARRETT. —recommend to the chairman that your Commis-
sioners be able to attend?

Ms. WHITE. I would follow—

Mr. GARRETT. No, let me just go there. You didn’t raise your
hand. Do you not trust your members? Are they not able to keep
things secret? I just want to be clear on that.

Mr. GRUENBERG. I certainly do, Congressman. Just a couple of
points, if I may.

Mr. GARRETT. Sure.

Mr. GRUENBERG. From the FDIC, as it happens as a matter of
statue, three of the members of our board are statutory members
of the FSOC. So a majority of our board are represented. And I cer-
tainly have the greatest trust in our other Directors. I would note
that I share with our other Directors all of the information avail-
able to the FSOC.

Mr. GARRETT. But you have no problem with Dan Tarullo’s at-
tending quite frequently. So it is something about your board that
you don’t trust them is what I am taking from this.

Mr. GRUENBERG. No, sir.

Mr. GARRETT. So why do you object to them being there?

Mr. GRUENBERG. I think it is a matter of the—it is a matter for
the entire FSOC, it is a matter of functionality in terms of the
number of—

Mr. GARRETT. So in September, there were 20-some. That was
not an issue of functionality, but for your own board members—I
am taking the perception here that either you don’t trust your peo-
ple or that you are doing something in secret. So which one is that,
Mr. Gruenberg? Do you not trust your people or you are trying to
do something in secret?

Mr. GRUENBERG. Neither, Congressman. For what it is worth—

Mr. GARRETT. Then, you haven’t given us an answer.

Chair White, will you recommend to the Chair, will the rest of
you now—the rest of the panel who raised their hand, will you rec-
ommend to the chairman that these people—that meetings be open
to the rest of the Commission?

Ms. WHITE. I will follow the congressional structure. I think that
is something—

Mr. GARRETT. There is nothing in the congressional structure.
That has already been pointed out, so will you make that rec-
ommendation?

Ms. WHITE. I would discuss it with my fellow members of FSOC
and the Chairman. Discuss it with them, as I have done before.

Mr. GARRETT. Will anyone here make that recommendation, posi-
tive recommendation? So, let the record reflect that no one who has
come before us today will make a recommendation; they want to
continue to keep their meetings secret.

Chairman HENSARLING. The time of the gentleman has expired.
The Chair now recognizes the gentlelady from New York, Ms.
Velazquez.
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Ms. VELAZQUEZ. Thank you, Mr. Chairman. Mr. Cordray, the
CFPPB’s core mission is consumer protection, which may not seem
linked to systemic risk. However, I don’t think that is the case.

Can you elaborate on what role consumer financial protection
plays in the stability of our economy and how your agencies work
and help inform FSOC?

Mr. CorDRAY. Thank you, Congresswoman. First of all, Congress
set the structure of the Council and determined which agencies
should be represented there. And it is a broad cross-section of the
Federal financial regulators.

In the case of the Consumer Bureau in particular, it is worth
noting that the financial crisis that gave rise to the Council was
caused, everybody agrees, by irregularities in the mortgage and
housing markets.

People disagree somewhat as to the chain of events that led to
this, but a meltdown in the housing and mortgage markets was
transmitted by various channels throughout the economy and
threatened the stability of the financial system.

The very first issue that was raised at the first meeting, which
is before I joined the FSOC—I was not yet the Director of the Con-
sumer Bureau—was mortgage servicing and foreclosures. There
were briefings on those at the first several meetings. Those are
issues that are very central to the work that has been done in the
early years by the Consumer Financial Protection Bureau.

All of us on the Council are charged by law with examining the
economic system for emerging threats to financial stability, which
we do. The annual report has been a very good and transparent
and thorough account of the Council’s thinking about both present
and emerging threats and is our best attempt to monitor and re-
port on what we see in the financial system at that time.

There were various issues that each member of the Council and
each entity that they represent is more or less expert in. And we
share that expertise with one another to try to arrive at a broader,
more comprehensive view of the financial system than each of us
could do alone.

Ms. VELAZQUEZ. Thank you.

Mr. Gruenberg, we have heard from opponents of the SIFI proc-
ess that there is insufficient opportunity to engage with the Coun-
cil after designation. Do SIFI-designated firms have opportunities
to meet with FSOC staff to review their status?

Mr. GRUENBERG. Yes, Congresswoman. As you know, as a statu-
tory matter, the Council is required to re-evaluate a designation
annually.

Ms. VELAZQUEZ. Thank you. I yield back.

Chairman HENSARLING. The gentlelady yields back. The Chair
now recognizes the gentleman from Texas, Mr. Neugebauer, chair-
man of our Financial Institutions Subcommittee.

Mr. NEUGEBAUER. Thank you, Mr. Chairman.

Chairwoman Matz, there has been a lot of discussion about what
it means for a bank to be systemically important. And as you know,
in February the Office of Financial Research (OFR) released a re-
port where they examined the systemic risk indicators. They used
the indicators that had been developed by the Basel Committee
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and they applied those to some of the largest banks and holding
companies.

And what was kind of an interesting finding is that the report
concluded that the least systemic US GSIB was several times more
systemically—more systemic than the other major U.S. banks, the
regional banks. Yet, all of those institutions fall under the require-
ment for enhanced prudential standards based on their asset size.
And so are you familiar with that report?

Ms. MATZ. I'm sorry. I have not seen that report.

Mr. NEUGEBAUER. You have not seen that report?

Ms. MATZ. No.

Mr. NEUGEBAUER. One of the requirements is—or, I guess, main
functions of the OFR is to furnish the committee with the informa-
tion to hopefully help them make better determinations. And so I
would hope that you would avail yourself of that report.

But would you agree that setting up certain standards to meas-
ure companies is appropriate? If you haven’t seen the report, basi-
cally they took the Basel standards and they took five of them and
applied them to those companies. Do you think that is a good way
to approach that?

Ms. MATz. We have stayed away from creating bright lines and
instead look at whether material distress at a company could pose
a threat to the financial stability of the United States. And since
each company has different business plans, different business mod-
els, we have not drawn a bright line or been very rigid about what
the standard is. It is looking at the entire company and then mak-
ing a determination after very deliberate consideration.

Mr. NEUGEBAUER. Director Watt, have you seen the OFR report?

Mr. WATT. I have not seen the report that you are referring to.

Mr. NEUGEBAUER. Well, let me—since you haven’t read the re-
port, I guess I will go to another line of questions. Section 113 of
Dodd-Frank requires FSOC voting members to consider at least 11
factors before designating a non-bank financial company for height-
ened Federal supervision including leverage, off-balance sheet ex-
posures, scope, size, and scale.

I will start with you, Chairwoman Matz. Do you think it is ap-
propriate to use 11 different factors in the determination of wheth-
er a non-bank company is systemically important?

Ms. MATzZ. Yes.

Mr. NEUGEBAUER. Director Watt, would you agree with that?

Mr. WATT. Yes. We are not second-guessing the statute. We
didn’t write the statute, but I think all of them are—well, actually,
I was involved in writing the statute.

[laughter]

But I am not in a position to second-guess it now. I voted for it.
Right.

Mr. NEUGEBAUER. I think the point I am trying to make here is
that it is a little puzzling to me that it is appropriate for non-bank
entities to be subject to standards. And I think, in fact, Director
Watt, you said you are committed to an analytical process.

And so, I think the interesting thing is, is we subject these non-
bank SIFIs to 11 different factors. Yet, we only subject banks to
one factor, and that is size. If this is going to be an analytical proc-
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ess, shouldn’t we establish factors for analyzing banks in a way of
analyzing whether or not they are systemically risky?

Mr. WATT. I think these are really the same factors that any of
us would take into account. It may not be specified in a statute for
individual banks. But one of the primary problems during the melt-
down was there was no supervision, and no method to get at non-
bank entities, because they didn’t have—they weren’t answering to
anybody.

Mr. NEUGEBAUER. Yes. I am not talking about non-banks. We
have talked about what—

Mr. WATT. I thought that is what this was designed—specifically
what this talks about.

Mr. NEUGEBAUER. I guess the question is, we are subjecting
banks, based on their size; we don’t even consider the other factors.
So, shouldn’t we be considering a litany of factors to determine
whether these banks should be subject to enhanced prudential
standards?

Mr. WATT. I think it would probably be more appropriate for Mr.
Curry and Mr. Gruenberg to answer that. I don’t regulate banks.
But I would think that they take into account all of these consider-
ations.

Mr. NEUGEBAUER. But you do sit on FSOC, isn’t that correct?

Chairman HENSARLING. The time of the gentleman has expired.
The Chair now recognizes the gentleman from Texas, Mr. Hinojosa.

Mr. HiNOJOSA. Thank you, Chairman Hensarling and Ranking
Member Waters, for holding this important hearing. I also wish to
thank our distinguished panelists for testifying today, and for the
dedication to ensuring the safety and soundness of our financial
system through their participation on the Financial Stability Over-
sight Council.

As a senior member of this committee, I applaud the Council’s
progress to date, and I look forward to hearing from our panelists
on the Council’s priorities moving forward.

Two particular lessons learned from the crisis come to mind
today. First, it is absolutely essential to have a bird’s-eye view of
our financial system, in order to identify and prevent systemic
risks from destabilizing our entire economy. In crafting the Dodd-
Frank Act, we in Congress recognized this fact and created the Fi-
nancial Oversight Stability Council, an entity comprised of our
banking, insurance market, and housing regulators who are tasked
with ensuring the financial stability of the system as a whole.

Secondly, we should not just assume that the markets will take
care of themselves. Instead, we must support and empower our reg-
ulators to be able to act when needed. We should be looking to
strengthen our financial system and the safeguards we incor-
porated after lessons learned from the last crisis, rather than be-
rating our regulators and attempting to restrict their ability to act
by tying them up in bureaucratic knots.

My first question is for Mary Jo White. A much criticized report
from the Office of Financial Research (OFR) discussed the risk that
the asset management industry posed to the United States finan-
cial system. The critics argued that the asset management industry
poses absolutely no risk to our financial system.
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However, haven’t the Council’s actions, including the publication
of the report by the OFR, spurred the SEC to take action with re-
spect to money market funds?

Ms. WHITE. The answer is that the SEC independently pro-
ceeded. I am aware, obviously, of the preliminary recommendation
of the FSOC. But the SEC proceeded independently to reform the
structure, in some ways, of money market funds.

Mr. HiNoJOSA. Can you elaborate on how the SEC was spurred
by the FSOC and how these actions were making our markets and
investors safer?

Ms. WHITE. The SEC proceeded independently of the FSOC rec-
ommendation.

The SEC has been studying it for some time, certainly since I
have been there as Chair, and proceeded totally independently. It
was an important thing to do. To allude back to your first com-
ment, though, I think it is very important from a bird’s-eye view,
that big picture view be provided by all the financial regulators
who sit on FSOC.

Mr. HiNoJOSA. Thank you. Next question, to the Comptroller of
the Currency, Mr. Thomas Curry. Some critics have criticized
Dodd-Frank’s FSOC structure for allowing some of your agencies to
have voting rights non-bank systemically important financial insti-
tution designations made by the FSOC.

Are you comfortable with the deliberative materials received
from the Council staff? And do these materials adequately prepare
you to make informed decisions?

Mr. CURRY. Thank you, Congressman. There is an extensive
amount of material presented to me as a member of the FSOC in
connection with any designation. And there is actually a fairly
elaborate process of three stages by which that information is de-
veloped.

Stage one is from publicly available information or from contacts
with supervisors. Stage two, which gives notice to and engages an
institution under consideration the opportunity to engage with the
Council staff and our designation committee.

And then finally, stage three, where there is extensive commu-
nication and development of analysis and records for the Council’s
consideration.

Mr. HINOJOSA. Thank you. Mr. Cordray, when assessing systemic
risk for our financial system, has the FSOC taken a look at aggre-
gate depth levels from various areas of the economy?

Mr. CorRDRAY. We have. And I believe we should.

Mr. HINOJOSA. Do you think the current amount of debt in the
aggregate poses a risk to our economy? And why or why not?

Mr. CorDRAY. I think everybody could have their own personal
point of view on that. I think one of the factors that the FSOC has
looked at, in terms of thinking about systemic risk, is both debt
and leveraging of levels of investment.

And therefore how much risk could be transmitted through the
system, if there were adverse developments to the extent to which
capital is deployed. And so, I do think that is an appropriate factor
in looking at the kind of issues raised before the Council.

Chairman HENSARLING. The time of the gentleman has expired.
The Chair now recognizes the gentleman from Missouri, Mr.
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Luetkemeyer, chairman of our Housing and Insurance Sub-
committee.

Mr. LUETKEMEYER. Thank you, Mr. Chairman. We have put up
a chart, I don’t know if everyone can see it or not; I know we can
see it pretty well on the back. And it is on the side, I am not sure
we can get there.

But I would like to follow up on the chairman’s comments and
questions while we go, with regards to non-bank designations. And
what I am concerned about is perhaps Fed-driven decisions on
some of these designations. And